India na IS in the fourth yeur of a sche<J uled six year phasein of ils gvarantood yi(lkj mwa rd-fo,-effort school funding l ormula . T he goa l of t he f orm ul a i. t o ensu re t ha t sc h oo l corp.o,ation s rece iving equa l re ward (i,e" ge"" ratin g equal amo unts at pe r pup il non-categ orical revenue') also make equal effort (i.e ., levy equal general fund property lax rales).' Previoos work (The<>bald , Vespe r, & Bull , 1(195) suggests that the slate has made sig nificant prog ress in meeting its goal 0/ equal reward-for-effort across Indiar>a school oorporatk>ris. This paper will first briefly de~ribe hOw India na f u n~s K-12 education . It will Ihe n review cu rront sc hoo l tundi ng iss ues faced by the state and disc uss poss ible courses of actioo available to the In diana Gene ral Assembly. The intent is to prooide po~cy makers. t>oth inside and outside Indiana. with an ove<vlew of how the state \-.i ll distributo nearly $2.3 bi ll "", in non·catego rical aid in f 997 and th e c hallenges th e 1\197 General Assembly faces in devising the 1998 and 1m ~ formula How Schools Are Funded in Indiana Th e In diana sc hoo l fundi ng fo,mu la was deve lopoo in response to a lawsuit that challenged tile constitutio nality of the state·s previoos scl100 h." .. ,jjolg system {L ake Central el al v. Slate of Indiana et al .. 1987) . The plain tiffs in the Lake Centrallawsuil charged th at since the previous modified fo un. dation form ula allowed prope rty-rich sc hoo l corporatie ns to ger>erate mo re revenue than property-poor sc hool co rpo ra· tions. il vi"al ed th e eQ ual protectioo clause of the state coo stitution (A rtic le t, Se-ct io n 23) and that the state was out of comp ' ance \-.it h Article VIII , Secti on I. whic h i>'0.ides "for a !J"nera l and uniform system of ootrmon schools: Other critics dmr!J"d that the tormula was "a twenty-yea r ad hoc accum ula· ti on of f requ ent ly co nfli ctin g and inconsistent polic ies" (Johnson . 1993 Reward-for -HIM In 1993 . the looiana Genera l Asse mbly S<Jught to address these conce rns by adopting a new corxep! to gukfe state aid 10 K-12 schools and state co ntrol of &<;hool gene ral fund lax rates. Th is r>ew approach allocates state aid . and prcscrit)()s schoo l corporation ge neral fun d t ax rates. in an eff ort to weaken the stro ng positive ~nk betwee n noo-categorica l rev_ enue and property values described in Lake Central. Instead. the state is implementing a reward-fc r-effort--{)r guaranteed tax base-aj)pfQach that attempts to esta blis h a slrong positive link between a &<;ho;)f corporation·s pe r pupil "",,-catego rica l revenue and ii"s ger>eral fund lax rate. The formuta requires t hose schoo l co rpo rati ons who rece i. e hig he r reve nu e amounts to levy highe r general fu nd tax rates than Ihose school corporatklns woo receioe lower reveoue amoo nts The rewa rd-f or-e ffo rt a ppmach guarantees a unique assessed valuatkl n amoont pe r pupil for each per pUp'1 re.-enu e level (i. e .
• the formul a assigns each pe r pupif revenue an-.:>OOt a given pe' pupi l assessed value amount). As the pe r pup~ reve nue amoont increases abcwe S3 .755. the gua,anteed assessed value decreases fro m its peak of $147.200. For example, in H197. the state all ows a schoo coq>oration \-.ith no n-cat ego ri ca l revenue 01 $4.000 pe r pupi t to use an assesS€<! va luation of $ 142.756 per PUP' I in cak: ulating its ta rget general fun d tax rate. Th is generates a tax rate of app roximately $2. 80 ($4.000 divided by S142. 756 • 528020 per $100 AV). A scOOol co rporation wilh non -c ategoric al reve nue of $ 5.000 pe r pup il w ill use an assessed va luation of o nly $ 126.563 per pup~ in calc ulating its target general f....-.J tax rate ( se~ F i gu r~ 1). Th is generates a tax rate of nearly $ 3 .95 1$ 5.000 ct;vided by $1 26,663 • $3.9475 per SI 00 AVI. Allowi ng a sc hool corporatkl n with $4,000 per pup< 1 in reoenue to use a highe r assessed valuatkln than does a school corporat"'" with $5.000 per p up~ w~1 lower the tax rate cl1arged in the forme r co rpo ration in compariso n !o th e rate charged in the latter corporation.
The reward -for-effort fo rmu la sets each schoo corpo ration's per pup< 1 non-categorical revenu e, its general f....-.J property ta x rate. and its pe rceotage of state aid . Each year. the form ula fi rst adjusts a school corporation ·s i>'iOf year revenue an-.:>OOt to provide larger tunding iocreases for school corporati"" s with iowe r reveou es. Once l hese variable grants and min. im um guarantees are in pface. though. th e form ula -adjusts the school corporati",,·s regUlar tuit ion suppo rt downward whe n enrol lment has dec lined for two consecut ive years" (Mill s. 1995. p. 3) . This provision. known as the "deghoste(". is no! a llowed to cle-crease per pupil reoen"" beklw $ 3.715 . the miniffiI.nl guaranteed in 1997 .
FOr each per-pupil revenue amount. t he schoo l fo rmula presc ribes a unique "target" genera l fund tax rate. Fo r 123 scho;)f corporations . this 1997 ta rget rate is with in 5~ of their 1996 g<Jr"I<l ral fund tax rate. These corporations afe described as "co rre spo ndi ng" (i. e .
• the co rporation·s tax rate · corresponds" to its per pupil revenue) or -on-cha~" They use the 1997 target rale as their 1997 genera l fun d i>'operty tax rate. The remaining 171 school corporations (tOOse whose 1997 target rate is mo re than 5~ above or below their 1996 genera l fund tax rato) are oosc ribed as "no n-correspo nding·' or "oftchart". Those corpo rations detelTll ine their 1997 general f....-.J prOj}(>rty tax rate by increasing Of cle-creasi ng lheir 1996 genera l fund rate by 5~ (wh",hever moves the corporat"'" loward its tJrgct tax r~t e).
Non-Calegorical Slate Aid
While schoof corporati"" s usa a gua ranteed assessed oaluation to calc "l~t c targct revenues and tax rates, lhey use their actual pe r pupi l assessed value to calcufate the percentage of no n-catogorica l revenue that th e state will i>'0vide. The percentage of" ~ corporation·, oon-cat""9orical revenue i>'0- Pe r pup i l R .ye~u.
vo::Ie<:I lhrough Sial e aid is dele"n,"&<! by Ille a.ronl 10 "' h" h a sci",,,," oo<po,al.;,r1'S aclual assessed valualion p.er PUP) fall s soo~ of the guara nlood ass.essed valualion per Plill i. The re mainder 01100 paper highlights 1hr" ~U"On1 5d1ooI lu ndi ng issues laced by Ind iana and dIS~uSSG5 possi ble coorses of ",,100 avai'ab!\lt" the General Assembly, The Ilrst Iwo--p ropMy taxes arid urban school lunding-£lro Cfldur~ iss"",s thai \"; 11 reqtol,e el101tS 8CI'~s several sessions, The last
Edr.x;aHon(l1 Consider8lions
~aI! "'J'\Ioli V6 liChoos----<s narrow with otJ,ectives 11"18.1 are reachable in a sin91e sessi"". Th,s secllOn pres .... ts each issue, followed by a discussIOn 01 pertlnen! dala and, wilen awropna!e, recommends an oplion 10 Ihe 1997 1!lOiana General 4ssetnbly in addressing 11>9 issue.
......
• The n ... Iormula genetales higher a .... rage goneral lund ~ tall rales. This trend """"""'"* a _ . pe' SI OO 10' k;Iw ,ate co rporations), ils shown In F;g ure 3, the new lormula ha~ i"",eased ta~ "'t05 1O' iQw rale corporations by an ave",1I" 01 nIl3 r1y I~, whilG hill l .... ' r&l e SC/1oo corporalklns ha.e i"",,,,,sOd by leSS than 3%. It COO ld De ar9UOO, therefore, thot 1111) Il'openy ta . rate in(:roMO crealed by !he fleW l<><mula resultOd "'" lrom l ftaw in thO IormA8. but instead as a ooce&Mry by·pfOdUC1 01 the ""'Y lew property tax rates ptevating in a 18r9& number 01 Ind_ $d\(>:lI COf\lOf>I.oons.
One 0I1he anomalies 01 the cwonl I",mula is lila! the 90 Iow%t .-evenu<l school CO<lXII"aliona In Indiana are all classilied by !he formula as "!ow.ta.o..hIgI spend" (i.e .. t!>e <XIfporallOf\'s !J<IflU",1 lund tax .a te is 100 tow giv(tn its pc< pupil revenue)
The"" school eorporations haye low pcr pupil revenue. but they ha-.e very low general rlnl propeJ1y tax .ales. prope rty taxes to l un ci ~c achoolli, Thi . pressu re, th00 9h , s~cm. 10 be. at least In part, In roaclion to ellons to impfo.e l a xpayer eqU ity , One co urn 01 aCI ion the 1997 Genera l Assembly ~t COO~de< Is es !a~isn i ng an flterim ccmmitlee 10 $Iudy the 100""'" ta. S'/S1em lIS ~ relates to pobIic school •.
Such a Sludy eot*Ilncl\lde exploration 01 ,,"emal"'" SOUfoes 01 ,-eyenues for public edOC!loon. bul should also address how proposed changes ~ altecl !he t~ 01 the tax system acoQS$ l.nana's schoo corPOfllilO''OS Issue J2
• An inc.easing number 01 SC~OOI COrpor~I'OnS. and especiatty thoM n urban areas, bellOIYe !he krdng lor· muta should belle. r9C09I11Ze reat dille'""",,", in lhe COSI cI edlJC8tl(ll'l aCrOSS the varied SCI>Oot COfpeo-allOn$ in !he slalC Currentty, urban schoot corporalions receive an a_age 01 300 ul $ 400 mor8 pe r·pup,1 reve nue Ih an other In dian8 schoo l corporations (Th eObald, Bu ll , t Ves>", r. in pr c.~) .
T hese corporations have eome to in creasing ly qu estio n l ho e.re nt to wf1k:/1 thoS addilio nal rev&<l ue sunici9nl ty reimburoo$ them fO' the e xpe nses generated ~y the special I>O!>'J latoor'lS l hey oorve (tr><l","" UriJan ScIlOOlS ASsOO.tion (t USA, 1997)
FO' e xamp4e. students ... Indiana's u!lJ.a.n SCI>Oot COflJOf31>:>nS "'" three '"""" rnoo-a likely to live in poverty, twice as i kety 10 require remedi.l.oon to.-l he SIa~oe academoc .. ream, an(l ",e In r(lSj'lO<1S8, the ,997 GOlOG't1II Asse mt>y mig ht CQfIside, establis hing a n Interim .comm iltG6 to st udy cO$t fnero.s lMl a!fec! urban schools un"lvely. The r.;raasu'lQ divGrSi1y In our ulban cemers Is well documen1ed. What has no1 ' -" dorumeRled is 1ha way in whoch these lactors constrain !he ilbilify at uoban schools 10 meet !heir oonscl\JJlional charge 10 "po'ovde a Iree and apptop<iat\l education' lor all mjldron , An Interim study CQrrvnine·e coo ld addrCM ~f to qvesti<>n$ wch as:
(a ) How eX! distrib<Jt""'S 01 expend itures in urba n sdlo:><> ... "
• Increasing numb\lnl 01 policy ma~ and e<luCatorl a,e catling 10, .tate lurocIir>;I lor aI!erna~vo ed"""tiotI.
Altefflalrv(! schoofs we,e cI1a~ by a rlIlrl1ber of can· didatas in the 1996 ek)c1 ion, tr<>$t prominently 1M in co"''''!! gCl\leO'f"<)(. a, ORO means 01 P'''''0n0 bener oollCalron&l OWO', lo.riIy lor "h.dems ell"Obiling behaoio< probf""", and _no an Inabilily to Iunc1ion In the Ifadi~ """001 sewng In add~ lion . a/lema1Ive schoof, are seen as INding to 9,eaUlf OV/Ifall achievement by sflldents in the trad,tional serung whOse educal""'" are ""ront\)' t>e<ng negatfV(l ly ~Hacted by Clt ronically diS'lJIltive students.
The 1997 GC<lerlIl Assembly mighl COfrSOef develOpmg a lorrl'lllla to proYioo lunding 101 the ex«lSS costs inVOl.ett in dev&lOJWlQ and OPe'~tong ahernalfY9 5I;hools lP'ima"ly S1aH IIanng. IaQhly upgrades. a nd sludoN wansponaOOfl) An n~ Slep will be dclinlng It>e pyrpose$ and means 01 al\ematove educat.,.., thai WOIlid 00 suppo<ted by Wlte ''"''''' . One OptiOf1 1& to (!aline allo rna t,'i/I edIlcatiOf1 as instruclional and pup< l pe" sonn<.Il progra"". in $ettir>gs ootsiOl! I~e ' e gula, sc/lOol program. that are designed 10 enl>aoC<! tho lil<elillood that sludems pI;oted in them ... 1 atlain !he petlorma""" levels estab!os,*, by the Slate tesbng Q.<I • ISTEP) program and gmduale bom ~ogh 
